Partnership for Change

USALID in the Czech Republic



This report is produced by the United States Agency for International Development
(USAID), an agency of the United States Government. USAID was created in 1961
to implement U.S. foreign assistance throughout the world.

Cover photo: Wenceslas Square, Velvet Revolution, 1989
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Od roku 1989 Ceska republika inspirovala svét svou dramatickou a imponujici

transformaci k demokracii a voinému trhu. Jefi zrod v tomto desetilel, jako vynikajici piiklad
Uspdsné ekonomické a politické reformy ve stfedns Evropd, je uchvacujicim svadectvim vize
Ceskych pledstaviteli a ustiovné prace Ceského lidu
Jsem hray na roli, kterou Spojené stdty hraly pii této uspésné transformaci. Béhem
poslednich sedmi let jsme s Ceskou republikou Gzce spolupracovali, abychom pomohii
zajistit budoucnost, v niZ bude bezpednd, demakraticka, prosperujici a staie vice integrovana
se zdpadem. Timto procesem Ceskd republika a Spojené stéty odivily svij svazek piételstvi
a spoluprdce. Myslim, 2e neni lepsiho a duletitéj$iho odkazu naseho programu pomoci
Kdy? si pripomindme ukonceni naseho formalniho vztahu pomaoci, blahopieji viadé i hdu
Ceské republiky k Vasemu uspéchu. Ceské republika dnes skiizi plody diouhého
8 uspésného zdpasu o suverenitu, nezavisiost a svobodu. Jest 10 Vase zemé, kde jednotiivci
urcuji budoucnost svou | svého néroda. Uspéch Ceské republiky je jasnym majakem nadéje
a vedeni véem ostatnim, kdo? se naddle potykaji s podobnymi transformacnimi problémy.
Vstupujeme do nové fdze naseho vztahu, takoveho, jenZ odpovids historickym poutam
a sdilenynt hodnotdm mezi nasimi dvéma ndrody. Budeme pokracovat v praci spolecné,
jako partnefi a stafe blisi pratelé, abychom dafe integrovali Ceskou republiku do zdpadnich

struktur a obstéli pfed vyzvami daidiho stoleti. Tédime se na toto nove parnerstvi
s odhodidnim & hrdosti.
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Tidings on the Occasion of Issuing the USAID
ftl.S. Agency for International Development)
Commemorative Publication in the Czech Republic

I want to express my appreciation of the assistance which the Czech Republic
received in the last several years from the Government of the United States. Beyond
any doubt, during the past seven years it has contributed to the democratic
transformation of our country.

Through USAID assistance to the Czech Republic. the Government of the United
States made available millions of dollars for reconstruction of infrastructure in many
Czech municipalities. Supported by USAID, hundreds of Czech citizens had access to
essential knowledge in the areas of banking, public administration. law and other fields

The achievements of this program have positively deepened relations berween
the Czech Republic and the United States, and strengthened our close cooperation.
As the President of the Czech Republic. | attach great importance to our relations.
Therefore, ! uo firmly believe that we will continue intensifying our partnership
successfully in the future.
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THE UNITED SPATES support of the Czech transition cut across all
o . ¥

sectors and spread throughout the country, as refleeted by the map. The Czech-American %

. - i . e 3 ~ #
partnership was extensive. U.S, technical assistance and training came thropgh 16 U.S, e
Government departments and agencies, as wellas hundreds bf ner-government * .
organizations, contractors, associations and universities. Those that benefited were .

c e . . . . . - . . #
hundreds of Czech institntions, public and private; large and small. The list, starting on
. . . . ¥ v ¥ . &, . .

this page and continuing throughout this repore, is indicative of those Czech insticutions .
that were parrners in the program. Behind the institutiofial names are individuals who d‘é’\Q"\ce
worked together to make a ditterence and have established long-lasting friendships with Cae\‘gﬁ“

the American people.
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Eurdpe. Industry was nattenahwd ind virrually afl land
came uniderthe wmml of state collectives; Ercedom
of expression, whether acomw, mmm, political or
religious, was repressed.

Not until 1989, with Soviet communism finally falling

, apart, would Czechoslovakia agam free itself The Velver

. K;r:miumm peax:ﬁ:hllly bmught tm'w ’:&“ars Qf cﬁmmumm

The United ‘%tates gcted qaxckh to. support Czechoslovak
independence, and the American Congress passed a law,
rhe Support for Bastern Eiiropean Qémocrzlcy orSEED,
Act, to promise assistance 10 the Czechs and the other
countties in the région alsé'struggling ro establish open
socteties and market cconomics. Passedin 1989, the
SEED Act formed the cornerstone of America’s
renewed partnership with the Czech Republic. The
SEED Act cinphidsized ceononic reform.and support
to demoératic institugions during the critical early smges
oltheit development.

The United States Agency for International

Development (USAID), appointed by the 1.8 (Aongress
to manage the overall SEED program in coordigation WJA:W

the State i)f:pdﬁ:mcnt and the Treasury Dgpa{ttﬁcm:,
began to ;mpiemu: assistance to the region uw;;ﬁy 1999

sand openedian office in Praguce in 1991, TheCﬁ
theéagenda in the partnership and the Ameticans

, threughwc the sections of this report, USAID drew upon

Em Jmmwwmzmmﬁm

'mﬁpondnd'mth the best mk:m available. z’ls identified

expms from 16 us. gavemrrwm departments ot agenm:&,u :
. v wonts of Statr, Drasury, G
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Hundreds of private American volunteers and profes- o

sionals enthusiastically answered the call..doctors, lawyers;
bankers, teachers, farmers, American.indusery and private
sector fisms alse responded, contributing o & now dynamiic
relationship berween the two cotntries.

What was agcomplished? "Lhis summary report of
USAID s assistance program in the Czech Republic
represents an invesunent of almost $135million in grant
assistance, and $34 million in-loan ‘giarantees. While the
presentation-is-divided into major economic and social
sectors, the overall USATD strategy sought to finance
activities which could contribute to more than one
objective, The introduction of engrgy-efficient American
technology in public and private sector industry. for
cxample, reduced operdting costs and helped prepare
industrics to be competitive in world markets. But it also

ey

conscrved scarce resources, reduced airand water pollution
and contributed to a healthier environmen forthe
population.

This report records the gamur of these activities,:
identifics the genuine successes, and dooks to the furiire
of the Czech Republic:

e A umque (J(,Lh Amencdn partncrshlp cmcrgcd g the

private hands Amencan axpcmsc plaved an 1mpmfﬁi£mle
in largesscale privatization, espccmlly for £air niarket” ;
valuation and negotiation: with to;ergn investors.. T
transparencv arid mpld pace of the prowss scrvedm
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Privatization: Starzing the Fconomic Fngine

he economic reforms after the Velvet Revolution steered the country

away from central planning and toward an open and free economy.

A unique Czech-American partnership emerged in the context of
privatization, as the country embarked upon one of the world’s most ambitious
and unprecedented programs to privatize thousands of state-owned companies.
Ultimately, more than $32 billion of state-owned property was transferred into
private hands between 1990 and 1996.

In 1990, Czechoslovakia was one of the world’s most intensely centrally

planned economies, with over 90% of all enterprises state-owned. The Czechs
rapidly resolved privatization of small and easily transferred assets.

By 1993, over 22,000 small companies and stores had been privatized by auctions
to Czech citizens. In addition, some 3,000 propertics were used to settle
restitution claims by rightful owners whose property had been nationalized by the
Communists in 1948.

In parallel the Czechs began preparation for an ambitious large-scale

Centr

urm nezavisié Furnak

privatization. At this stage, USATID and American advisors were asked to help
evaluate, on a case-by-case basis, the options available for privatization: direct sale,
auction, tender, management and employee buy-out and liquidation. Coupon
privatization was designed to transfer ownership shares of larger enterprises to
cligible citizens who wanted to participate but lacked cash. Two key features were
the program’s flexibility to apply privatization methods to any given enterprise,
and its priority to ensure that alt eligible citizens could participate.

The Czech government decided to attract foreign investors to
bring in new capital and valuable strategic and operational know-
how. 'To compete effectively in the global market for investment,
Czech officials recognized the need to acquire more sophisticated
expertise in market valuation, negotiation and sale of asscts. In
response, USAID contracted with a major American consulting
firm to provide an expert team of top investment bankers,
financial analysts and accountants, who were also supported by
American lawyers working on a voluntary or pro done basts.

In partnership with Ministry of Privatization staff, the advisory
team reviewed large-business privatization proposals involving
forcign capital to ensure that the Czech Republic received

the best deal possible from long-term investors, who would
deliver training, know-how and strategic restructuring, as well as
financial support.

Impact of USAID's Advisory Team

‘The partnership prospered as the team sought vigorous
competition, restructuring and good prices. The Czechs and
Americans formed cohesive partnerships, developed negotiating,
skills in the language of international investment, shared
know-how about large and complex acquisitions and gained

cross-cultural insights.

stky Centtum neziskovych org

8

anizaci Plzen Centrum pro demokracii a svobodné podnikani  Centrum Pro otazk



By the end of 1996 this collaborative effort yielded concrete results like:

e Over 1,200 privatization and acquisition plans were reviewed.

Criteria for evaluation and negotiation were carefully established and applied.
Some 170 foreign investment proposals were analyzed and rejected in favor
of domestic transactions based on the existence of a credible Czech buyer and
the inadequacy of the foreign investor’s offer.

o Ouver 130 foreign investor transactions were documented, negotiated and closed with a
transaction value exceeding U.S. $4 billion. The team’s analyses raised the average
sale price by some 350% above the stated book value of the companies being
privatized. In monetary terms, the valuation analysis conducted with USAID
assistance provided the Czech Republic an additional $1.5 - $2 billion in foreign
direct investment.

e Over 20 major transactions were concluded with U.S. corporations, with a total value
of over 8850 million. There is little question that the Czech-American teams
served as a catalyst for U.S. investment and trade interests in the Czech
Republic, attracted by the transparency and
fairness of the procedures and by the pace of
the transactions.

o Models for international-standard information
memoranda and tender documents were designed
and tested and are now in routine use by the Czech

e

"USAID has already made
a major contribution to our
privatization program...
Given the dramatic pace at
which we are moving,
it is essential that this
partnership remain intact.”

Véclay Havel, President,
Czech Republic

in a letter to the

U.S. Secretary of State,
May 4, 1992



. Bwivguization... .

Although restructuring and strategic covenants were inherently part of the
privatization program, sometimes transferring ownership was not sufficient to
assure healthy, productive enterprises. USAID assistance was sought in the post-
privatization period for several of the larger companies that were facing legal,

"A computer-based financial financial and management issues. In 1996, USAID’s advisory team promptly
analysis tool developed by responded to the Ministry of Trade and Industry’s request to assist restructuring in
the USAID advisory team some key industrial companies in the Czech Republic, including a few that had
gave a true financial picture not gone through full privatization. The team’s primary targets were selected for
of some of the major Czech export potential as well as for the company’s financial viability in competitive
industries. By looking at such Czech and world markets. Among the firms were: Nova Hut Steel Mill,

iterns as an industry’s Aero Holding & Subsidiaries, CKD Praha and Chemické zavody Sokolov.

outstanding orders, inventory
or cash flow, the tool helped
the Czech government save
substantial funds by not
having to make unnecessary
cash infusions. That system
and the accompanying
training provided through
USAID allows my ministry to

Going out of Business?

Not often does a bureaucracy put itself out of business - but in June

continue to analyze the major 1996 the Czech Government and Parliament agreed that it was time

for the Ministry of Privatization to close its doors, having accomplished

most of its tasks. Some 80% of all Czech state-owned property stood :
in private hands — almost the reverse from 1990. The USAID advisory
team had helped the Ministry get the job done, participating in the !
review of some 1200 privatization plans and settling of 130 plans with
foreign investors. Then-Minister of Privatization Jiff Skalicky thanked

Jenonne Walker, U.S. Ambassador to the Czech Republic and Tom

Dine, USAID's Assistant Administrator for Europe and the Newly

industries remaining to be
2 privatized or restructured.
The unique Czech/American
team allowed for effective
f communication with

a foreign advisory team,
bringing the team much
closer into the process, with
excellent results.”

Independent States, for the United States’ assistance.

| Viadimir Diouhy,
Minister of Industry
land Trade

centel Celdkovice Caslav
\




kamg with their Ministry partners, the American team helped create models
for large -scale strategic and financial re ructuring and developed the local
caparity of government and enterprise managers (o apply and further adapt these
models in tim Czech Republic.

“The interesting thing about

USAID assistance to the
MOI&T is that the experts
didn’t just walk in and start

What was the ul'é:mate lmpant on the economy of this Czech-
American relationship?

giving advice. We created
In overall terms, the partnership contributed significantly to the transfer of the

economy from the public to the private sector. According to a recent issue of
“Privatization Newsletter? published by the National Property Fund, since 1989
the tizech Republic has transferred 80% of state assets into private hands.
Virtually all smal] and medium enrerprises are now privately owned and managed.
The Ministry of Privitization formally closed its doors on June 30, 1996 in cléar
recognigion that the ma]er task of that ministry had been successfully
accomplished. S -

The. privatization proccss contributed to international confidence in the
stability and fiture growth of the Czech Republic, inturn dramarically increasing

close working teams.
We were successful in
combining their ways of
evaluating companies

and their investment banking

technigues with our local
industry experience and
knowledge. The effect was
synergistic and very

productive.”
foreign investment, Undeflying this confidence was the C‘eCh Government’s
willingness:to accelerate work in areas crueial to investors including proper Jaroslav Borék,
disclosure, conflict-of-interest; confidentiality and corporate governance. former Director,
By 1996, foreign direct investment levels had increased Ministry of Industry and Trade

fifteen-fold since 1990, with partial or total acquisition of
privatized firms accounting for the major portion of those
investments. In the ranks of foreign investors in the Czech
Republic, the United States stands among the top three.
IFinally, the legal structures, procedures and precedents
were established to continue the process of privatization of
more complex conglomerates or key enterprises that remain
under public ownership. Larger firms in the core sectors

of the economy, such as encrgy, engineering, chemicals,
manufacturing and telecommunications, are well on their way
to full privatization too.

I'he Czech Republic’s commitment and dedication to
privatization was a critical element in the transition of the
economy. A vision was clearly established by Czech
leadership, and USAID and its advisory team contributed the
technical cxpertse to move the process along at the ambitious
pace now recorded by history.

Turbine production and refitting ar
P
Stoda Plzen, a.s.
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Private Sector Development: 7uning the Fngine
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Two examples of Citizens
Democracy Corps’ (CDC) work
reveal the relationships developed
with Czech employers, large

and small:

e AT LACHEMA, the fourthHargest maker of
pharmaceutical products, CDC volunteer

Howard Kimel, President of Precision Instruments, twice visited to
analyze the organizational structure of the company and to suggest
improvements for financial management and marketing procedures.
Over the period these changes were implemented Lachema doubled
its profits to record income, and Kimel paid his own way back to work
with the management and CDC on a review of his work and results.

¢ BOB KENNEDY, Chairman of Superior Chair in Belton, Texas,
volunteered to help Kazado, a small company producing wood
products, steel carts, and containers. They had foreign customers who
bought as much as they could, but Kazado was exporting 80% of its
production — at a loss. The buyers refused to negotiate prices, and
used intimidation tactics. Kennedy, more experienced in playing
'hardball,” had confidence in the quality of the product, investigated
substitutes and then negotiated on behalf of Kazado. He surprised the
buyer by both raising the price and pushing them to increase their
order by turning their threats upside down: “take it or we'lt sell to your
competitors, and you can buy lower quality.” Before Bob went back to
his own business, he had saved Kazado from bankruptcy, and its
workers from unemployment. In the words of Pavel Fadmy, the
owner of Kazado, "he saved our lives.”
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f privatization was the top priority for the Czech Republic in 1990, then next

was the need of new private Czech firms for business skills appropriate to a

free-market economy. These skills were required for innovation, competition
and growth. Most importantly, growth of the private sector creates a strong middle
class that must be the foundation for a stable democracy. The legacy of a centrally
managed economy had few guideposts to contend with issues of strategic
planning, marketing, finance, and modern notions of production and human
resources. New entrepreneurs welcomed the USAID response: scores of
American volunteers with financial and management expertise prepared to work
side-by-side with Czech businesspeople, and support for new educational
institutions that taught market economics and business, the American way.

America has a strong tradition of volunteerism. That tradition, combined with

minimal USAID financing, brought American know-how to the Czech Republic.

Numerous organizations rallied
to the call to provide the
expertise needed, many of
their volunteers actually
working together, or with other
USAID-funded groups, when
opportunities arose. The "old
man’ of American
volunteerism overseas, the
Peace Corps, stepped forward
and, with USAID funding,
launched a Small Business
Program and various special
activities to support
entrepreneurs. Other
organizations like the Citizens’
Democracy Corps and the
Financial Services Volunteer
Corps (working with financial
institutions) were actually
created to channel American
expertise to the young
democracies and free
economies of the new Europe.

Ceske vysoké uteni technické v Praze  Ceskomoravskd zaruéni a rozvojova banka ¢



The International Executive Service Corps, working with USAID since the

mid-1960s, also turned its resources to this historic opportunity, as did the
Volunteers in Overscas Cooperative Agriculture in drawing on the expericnce
of America’s farmers.

The Citizens Democracy Corps (CDC) was founded in early 1990 and
opencd its office in Prague in 1991. It provided American voluntary assistance to
develop free-market economies and to create demaocratic institutions. In the
private sector, CDC supported entreprencurs by placing senior advisors in small
and medium enterprises for specific short-term assignments. IFor some lareer
enterprises, business-to-business relationships were buile upon resident
American volunteers. 'They came from the top ranks of American businesses.
Many were retired executives with previous international experience in such
fields as manufacturing, finance, sales, productivity and marketing. By 1945,
CDC had placed over 110 Americans in companies throughout the country.

A second voluntary organization financed by USAID was the International
Executive Service Corps (IESC), which also launched its program in the Cizech
Republic in 1991. "Through short-term assignments, lESC provided businesses
with specialized American talent in areas such as plant operations, marketing,
financial valuations, legal guidance and strategic planning, In five years 115C
volunteers worked with over 200 Czech businesses, municipalitics and districts.
Nine volunteers also helped the Czechoslovak Management Center (see below)
become firmly established.

IESC volunteers worked in large and small companies, assisted other facets of
USAID assistance like municipal, regional and NGO development, and ¢ven
helped Czech ministries come to grips with the new world of a market economy.
IESC also produced low-cost custom research reports about LS. markets,
potential partners and export and import opportunities. In a slighdly different
modus operandi, the IESC Business Development Service links client companies
with businesses in the U.S., in Europe and within the region. "T'he strategy of
this program is specifically to develop long-term relationships wich these clients
as a precursor to finding, negotiating and creating joint ventures with U.S. For
example, Ray Robbins, former CEQO of Lennox International helped Janka, a.s.,
the largest Czech manufacturer of air conditioning equipment, to establish a
joint-venture worth $8 million through its French subsidiary.

American universitics also answered the call. The MBA Enterprise Corps,
established in 1990, was the product of a consortium of 20 of the top business

“USAID’s assistance in north
Bohemia was really efficient.
They provided first class
specialists who made decisions
very quickly once they
understood the Czech needs.
They also remained flexible and
adjusted to the changing
conditions surrounding the
project. It was very important
that all the promises and
deadlines were kept. In itself,
this was a perfect example of

management for us.”

Zdenék Krivsky, Execurtive
Director, Northern Bohemia

Economic Association




"Six years ago, American

economists, led by Jan Svejnar
from the University of
Pittsburgh, came up with a
challenging initiative: to
establish, in Prague, a modern
educational and research
institution, focused on PhD
studies in economics. The
generous USAID grant,
covering necessary starting
costs, was given to the
University of Pittsburgh to
supervise the project and assist
in developing the Centre for
Economic Research and
Graduate Education (CERGE) of
Charles University.

With the friendly support of
the USAID office in Prague,
onginal objectives were

achieved. Today CERGE is part

ot Charles University, with the
status of an autonomous
graduate school. The first
students have defended their
PhD dissertations and
graduated from Charles
University. A stable local faculty,
able to teach advanced
leconomic courses and perform
op quality research, is
established. The international
character of the school has
grown with students now
representing 14 nations from
central and eastern Europe and
he NIS.”

FrantiSek Turnovec,
Director, CERGE

Devsloprosnt.
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IESC, the International
Executive Service Corps,
worked with hundreds

of Czech companies both
large and smafl, but very
often with the major
employers in the country,
Companies like CKD
Hradec Kralove, CKD
Chocen, FAB (shown in photo), Jihoteske papirny, AB Barrandov, Galena,

Chemopetrol, KOH-I-NOOR, Kaucuk Kralupy, et. af. — a virtual who's who of Czech
industry across all sectors. Volunteers also helped a variety of municipalities,
government institutions, and non-profit groups to improve financial and general
management. j
One typical IESC success story involved three different volunteers who assisted ;
a major industrial firm, Skoda Plzef, at the request of its chief executive. Russel !
Hale, former CEO of Marathon Electric, worked to develop a strategic plan while
Gilbert Tupper, a former Marketing Director of Westinghouse, anatyzed and
revamped the marketing department including its training and information
management units. Hale had previously won an award for IESC work with another
Czech company where he closed a contract for $15 million in export sales on behaif
of his client. Finally, Joel Mellis, former Financial Vice-President of GTE Corporation
assisted the Financial Director in drawing up new management rules for Skoda
Plzeri's subsidiaries and new controls for the entire organization. Of Mellis’
recommendations, Skoda Holding noted in a press conference, “most of them are
immediately applicable into the company.”

schools in the U.S. including world-renowned Harvard and Yale Universities. The
American volunteers typically had some business experience and all had recently
received MBAs. They provided business and financial advice to the host firms
while working on a local salary scale. In turn, the MBA graduates were given the
opportunity to gain international business experience in a unique setting. Over 50
young American men and worman participated, and several have stayed to work
locally, either for international firms or their original host companies.

Recognizing the challenge facing Czech small businesses, the Peace Corps
went beyond its primary mandates in the Czech Republic of teaching English and
environmental work to place volunteers skilled in business and management, and
to develop entrepreneurship through the Action and Know-How for the Czech
Republic program (AKCE). The USAID-funded Small Business Program fielded
60 volunteers with experience in managing U.S. small businesses to assist clients
in micro-credit, business planning, bookkeeping and management. AKCE grants
supported diverse activities such as Junior Achievement, Career Days and
business courses at the Plzeri Business Incubation Center. They served business
at sites throughout the Czech Republic including Plzeri, Moravskd Tt ebovi,
Teplice, Olomouc and Zlin.



The Volunteers in Overseas Cooperative Agriculture (VOCA) began work in

the former Czechoslovakia in 1991. Over a five-year period, VOCA completed -
143 projects that evolved from work on the basics of private farming and “The benefil of the USAID grant
re-organization of co-ops, to agribusiness and ‘appropriate technology.” These through the University of
projects were extremely successful and live on through the annual savings Pittsburgh cannol be easily
at various farms and the new ideas at work in the Czech agro-economy, like measured or seen. It is the
organic farming, agro-tourism, new marketing cooperatives and a semi-private contribution to Czech business
extension service. development through the
Complementing the management skills acquired with the dedication of education of thousands of
American volunteers were financial resources and business interest to invest in managers. Executives in CMC
the Czech economy. USAID channelled funds to the Department of Commerce programs gain important tools
to create the Eastern Europe Business Information Center (EEBIC) for doing business and impoving
as a clearinghouse on business opportunities and U.S. government programs workplaces. They are armed
to assist business and export development. This database served U.S. with knowledge that is essential
entrepreneurs and larger businesses who were interested in investing in for professional development.
or partnering a Czech business. But more importantly, they
The ULS. Trade and Development Agency (TDA) promotes econoimic acquire the expertise for
development and trade with the ULS. by providing grants and feasibility studies, effective integration of Czech
consultancies, training programs, and other project planning services. During the businesses in the global
initial years of assistance, USAID financed TIDA's partnership which matched economy. To fully understand
Czech private and public sector needs with U.S. investment and trade the USAID contribution, one
opportunities. TIDA was often the first and crucial link between government needs to listen to the thousands
support and private sector involvement, particularly for U.S. exporters. By 1996 of success stories in the Czech
almost 20 TDA studies worth over $6 million were completed, planned or business community.”

undenway, in electric power, natural gas storage, industrial restructuring,
telecommunications, cnvironment and other areas. Dagmar Gliickaufova,

The American partnership did not only address short-term needs of the
evolving market cconomy. USAID put in place the educational opportunities
for the next generation of managers, helping create new Czech institutions of
higher learning,

The Center for Economic Research and Graduate Education (CERGE)
launched the Czech Republic’s first post-graduate éconosies department and
first four-year, U.S.-style PhD program. CERGE initiated its program in March
1991 at Charles University in Prague in cooperation ‘with the Ministry of Foreign
Affalrs e Umvcrsufv of Plttsburgh and the Central E; ropean '

Academic Dean,

Czech Management Center

e h came a European Center of Fxcellencé n 1994
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The Czech Management Center (CMC) was established in 1990 with USAID
financing and in cooperation with the University of Pittsburgh’s Katz Graduate
School of Business and the Ministry of Economy. A U.S.-style MBA graduate
program began in 1991 with 26 entrants. CMC defined its instructional approach
as a “team-teaching mode” where Czech faculty joined Western faculy,
combining state-of-the-art management thinking with relevance for Czech
students. More than 100 students had graduated by 1997, and total enrollment
topped 190.

A weekend Executive MBA program began in 1995, and CMC initiated an
exchange program with American institutions and companies, sending faculey and
groups of business people on U.S. study tours. Industrial concerns like CPP, the
Czech gas company, sponsored groups of over 20 employees to week-long
seminars at CMC to address issues including finance, accounting, human resource
development, and quality control. Over 1,500 people have attended CMC
executive programs. The institution has gained an international reputation and
was quickly recognised as a Center for Excellence.

Farmers Helping Farmers ‘

Before 1989, 93% of agricultural land was farmed by the i
state or cooperatives and all food was processed by i
state combines. American agricultural expertise aimed to

help change those facts, which had led to huge i
inefficiencies, low quality and even environmental
damage. VOCA volunteers directly helped cooperatives
and individual farmers take responsibility for their own
production, using modern concepts of both farming and
agri-business. Their assistance was both specific and
quite general. At one farm a volunteer observed that
bulls were kept with cows and calves and
recommended they be separated, resulting in fivefold :
lower caff mortality. This recommendation was spread

by the VOCA network to other livestock farms. In

another example, Bfezinka resident Jifi Homolka finally had received his own private farm,
but didnt know how to run it — until he met VOCA Volunteer George Foothly. Foothly had
already worked with other people in the region, many of whom had nowhere to turn for
help in basic agriculture. George brought them general information on crop selection, farm
management and the ideas now current in U.S. small agriculture. Today Homolka's cattle
are free ranging, and he has stopped erosion with no-tilf practices. Homolka and other
private farmers across Eastern Bohemia are saving time and soil, and spending less
money on fuel and additives, thanks to free advice from American volunteers. VOCA
volunteers have been uniformiy praised by their Czech partners as beacons of practical
assistance in a sector often overlooked by the reforms focused on macroeconomic policy
and farger sectors of the economy.
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How does one measure the impact of American involvement
in private sector development, investment and management training
in the Czech Republic?

With difficulty. Many smaller but important activities not mentioned here
focused on technical aspects of running businesses. Others worked on broader
issues of networking and advocacy, like the Center for International Private
Enterprise, or the National Association of Realtors” work with the Eastern
European Real Property Foundation. This Foundation helped a Czech
Association of Real Estate Agencies (ARK CMS) to set standards in ethics and
meet market needs like information management, real estate mathematics, sales
and marketing, and listing services. ARK CMS is now playing a leadership role
in the new Central European Real Estate Association Network, which
encourages international real estate services and investment in the region.

Besides the companies assisted by the 500 volunteers discussed above, there
were legions more supported by USAID through seminars, training and work
with larger institutions. In one major project, lowa State University (ISU) used a
USAID grant to train farmers in modern business techniques while working with
both the government and universities to create the conditions for modern private
agribusiness. In 1991-92 alone 1SU organized workshops to help hundreds of
farmers begin to grasp the basics of modern farm management, and sent others
on study-tours to the U.S.

Working with the government, ISU gave advice on the establishment of the
Agricultural and Forestry Support and Guarantee Fund. Deputy Ministers of
both Agriculture and Finance publicly cited “the U.S. Farmers’ Home
Administration model,” which had been introduced to one of the ministers by
the project director only three months earlier. Similarly, regarding ISU’s work to
help establish an extension service, then-Deputy Minister of Agriculture Benda
praised the team for “really understanding Czech conditions.”

These examples give a picture of the whole, which was truly greater than the
sum of its parts, Hundreds of Americans worked with thousands o
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“Though VOCA's traditional
volunteer program was
terminated in the fall of 1935,

| have still been in touch with a
number of VOCA's former
clients. They keep me informed
about their progress and | help
them stay in touch with their
volunteers. Clients keep telling
me that they still benefit from
the work of VOCA volunteers.
They achieved savings of dozens
of millions of crowns as they
implemented recommendations
aimed at better farm
management, including
improved livestrock operations
and changed field practices.
Last but not least, | would like to
extend my thanks to the
USAID Prague office

trava i




U.S. Training: Sharing rhe
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Jan Doskocil

The impact of this project was far-reaching;
participants were encouraged, even instructed, to disseminate
what they had seen and learned to their Czech colleagues. The !
Czech manager of this activity for USAID epitomizes this

merican r.xperience

ne very special project was

designed by USAID to cut across

all areas of American assistance.
Through “Participant Training” USAID
sent 342 Czechs from all types of
professions, private sector and government,
non-profit and finance, to the United States
fora
period of training. Training took place both
in classrooms and on-the-job, where the
participants could really get first-hand
experience.

Demand for this program was very high,

and the quality of participants was
outstanding. The exchange of experiences

experience perfectly — he has moved from USAID
to become Vice Executive Director of Training for
the country's telephone company, SPT Telecom,
with thousands of employees. Jan notes:

"What was especially useful about USAID's training

was that it was demand driven. Using Czech
employees in USAID to develop its programs broke
through a wall, a perception barrier. The USAID
program was viewed as not just another foreign

program but at least partially a Czech program. So Czechs were
more receptive. The training offered was narrowly focussed on
specific needs rather than on broad topics. Czech employers also
viewed the training in the U.S. as an investment rather than
simply an incentive for their employees. The Czechs selected for
U.S. training, most from outside Prague, returned from the {.S.
proud of their experience and willing in a natural and enthusiastic
way to disseminate their new knowledge.”

resulted in growth on both sides, formal
relationships for cooperation have
blossomed, and the cultural benefits of the
program are hard to overestimate.
Immersion in the U.S. deepened the bonds
between the two nations, as Czechs and
Americans learned about each other and
made new friends. Most importantly, upon
their recumn Participant Trainees spread the

news about their new skills and new friends.

A few examples tell the story:

* LADISLAV MIKA, President of Association of
Czech Air Rescue Services, managed an excellent
half-day system of air rescue, but needed to expand
to 24 hours-a-day. He traveled to the Rocky
Mountains to find experience applicable to the
challenges of expansion. After applying what he
learned, today air rescue is operating safely, non-
stop. On the American side, Salt Lake City Air
Rescue Service utilized Mika's experience with high
mountain terrain rescue to support their application

of new methods of hoist operations with helicopters.

* MILENA JOHNOVA, Director of Prague
Wheelchairs Association and Rytmus, saw the
overwhelming need for job placement for young,
handicapped adults, but did not know how to
proceed. U.S. training gave her practical experience
and on-the-job experience, and Johnové returned
with the know-how to get something achieved. She
raised money, hired staff, implemented a new
program and today is placing people in jobs

they never dreamed of. A success story

for USAID, but a miracle for those Johnovéa has
helped to rejoin the mainstream of society.

* IVA SLOBODOVA, a Specialized Course
Clerk with Komer&ni Banka, spent four weeks taking
classes and gaining hands-on experience at various
banks and the American Bankers Association. Ms.
Slobodové put the training into practice immediately,
publishing a journal of her experience in the bank’s
newspaper and depositing training materials in
Komeré&ni's library for all employees to use. Then
she organized a seminar for co-workers who wanted
new information on modern private banking. The
training helped Ms. Slobodova to develop new
educational programs in the bank and, as she puts
it,"l use the experience every day.”



The U.8.-Czech friendship began at the birth of the First Republic.

Tomas G. Masaryk poses in front of a symboel of democracy—

Philadelphia’s Liberty Bell.
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“The banking sector had to be
opened to domestic and foreign
investors so that new bariks
could be established, the
capacities of the banking sector
enlarged and a base laid for
competition.... A key issue was
the systematic training of
commercial bank employees.
Czech bankd needed urgent
assistance from abroad in this
area especially. USAID became
one important source. The
foundation in 1992 of the Bank
Training Institute as part of the
Central Bank, the effective
cooperation in its development
followed by its transformation

nto an independent institute

ere concrete contributions....
hrough USAID the Central Bank
as able to increase its
mployees’ skills. Of great
mportance, for example, was
he training of the staff of the
anking supervision departnient.
The development of the
Czech banking sector was rapid
nd relatively successful.

1 required large financial
nvestments to build systems,

0 open new business units and
stablish entire branch office
etworks. The transfer

f know-how by USAID-funded
merican specialists contributed
ignificantly and was an equally
mportant investment.

This was aid at the right time

nd in the right place.

losef Tosovsky,

Governor, Czech National Bank
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__Finance: Foundations for Growth. .

n 1989, communism left behind a financial systemn that had suppressed or

eliminated most aspects of a market. Money itself had no real meaning in

command economies stripped of concepts of competition, profit and loss.
There were those with pre-1938 experience, when Czechoslovakia had a strong
economy with a skilled and stable banking system, but very few had any
experience in monetary relations, commercial banking, and the tools of finance
and capital markets. Although some skills were retained through trade with the
outside world, on the whole, COMECON relations had crowded out real
understanding of international banking. Both financial managers and general
managers lacked the requisite skills to deal effectively with Western financial
institutions.

The financial system needed to preserve and invest the nation’s capital; train
managers in all aspects of finance, banking and business; find ways to serve the
nascent private sector as well as individual citizens; and, eventually, privatize and
diversify the assets of the system. USAID worked with Czech partners in the
Central Bank, individual banks, and market-based institutions like the Prague

Stock Exchange to create the financial infrastructure needed for economic growth.

The Czech National Bank’s (CNB) role in the story is truly central. From
monetary policy to government debt and supervision, to training and work with
individual banks, the CNB was the catalyst for most assistance, especially in the
early 1990s. Through the Financial Services Volunteer Corps (FSVC) and
elements of short-term assistance by the U.S. Treasury, U.S. assistance aided the
transition of Czech National Bank into a fully functioning central bank. Training
activities and expert advice focused on banking supervision, monetary policy, and

government debt, with activities continuing through the summer of 1997.
On-going assistance from the Federal Bureau of Investigation (FBI) on
money laundering issues was cited by the Bank’s Governor as
particularly useful.

One of the first assistance activities was the
U.S. Treasury’s effort to develop a Bank
Training Insttute. In 1991 the
Treasury worked with the
Central Bank to
design and
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its first resident advisor to.develop a modern cumsculuaﬁ ‘
Over the past 5 years, sponsorsﬁiﬁfd%vemﬁcd wm de ba
ASSOClatIOl'l and other onorsyﬁte’t?ié mﬁﬁﬁhl(nv )

whom visited the U.S. under the summer program “Bankers Abroad.”
financial support ended in 1995 after completing a “training-for-trainers”
program, and seeing the institute become a joint-stock company with a self-
sufficient future. In June 1995, the Director of the Bank Institute wrote USAID:
“om behalf of the Czech banking sector....a lor of work has been done which will stay
invaluable and unforgettable for us. I would like to stress the usefulness and
importance of the open enrollment courses with American experts. These excellent courses
allowed the Czech bankers to learn western financial theories and practice and to begin

a good basis for the future cooperation and information exchange between bankers in

both countries. We also appreciate the USAID assistance in training of trainers....”

Individual banks sought to adopt Western concepts of competition, customer
service and full commercial activities. U.S. assistance helped improve strategy
and operations at three full-service banks that represent 50% of all
Czech banking assets: Komer&ni banka (KB), the largest bank in
Central Europe; Ceska $pofitelna (CS), the national savings bank
holding the deposits of most citizens and employing 25,000
workers; and Ceskoslovenské obchodni banka (CSOB), formerly
the international trade settlement bank.

A top priority was supplying the management of these
institutions with expert and confidential advice on issues of
transition. At Komer¢ni, the U.S. Treasury provided a Czech-
speaking advisor to the Bank Chairman, to work on strategic
planning, credit risk management, and negotiating with investors,
shareholders and other institutions. He played an important role in
averting a capital crisis in late 1992 when the bank posted
extremely large losses due to the weak loan portfolio left over from
communist ‘banking.” The advisor’s contribution was so important that in 1993,
the Chairman and CEO wrote directly to the Secretary of the U.S. Treasury to
request an extension, saying “his presence will be essential.... Without his help
the potential for losses is heightened.”

At Ceski spofitelna, a team of experts funded through USAID worked to
improve the bank’s management of its coupon mutual fund and its raison d'étre,
retail banking services. These experts established close relationships with their
colleagues and the consulting firm developed a commercial agreement with the
bank after USAID assistance had ended, a market test of the value of the
assistance.

At CSOB, USAID support helped improve information and personnel
management, risk management, treasury operations, and loan workout
operations. This last activity is critical in the Czech environment, where the
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AlD-sponsored advisor

* played a key role in the bank’s
s,gffons to privatize. His banking
‘experience, Czech language,

petence and interpersonat
s caused him to be
integrally involved with me and
my top management in guiding
our first steps as a privatized
bank. Qur advisor, ‘Roger,” was
head and shoulders above other
advisors working in the Czech

banking community.”

Dr. Richard Salzmann,

Chairman,

Komeréni banka
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"Our move toward privatization
can be measured by our results,
which are excellent. We are now
ready for privatization. This is the
bottom line. Among the most
important aspects of USAID
assistance to CSOB was the
creation of ‘Centers of
Excellence’ - agents of positive
change in the overall bank's
corporate structure. On-the-job
training in debt collection was
successful, and had clearly
measurable benefits. As a result
of the assistance effort, this
bank, which is one of the most
important ones in the region,

is now well prepared for its

privatization.”

Pavel Kavanek,

Chairman, Ceskoslovenské
obchodni banka

"Through USAID-sponsored
assistance, the Czech Saving
Bank has introduced several
new types of banking activities
which had not been known in
the bank_ | would especially
mention the whole area of
investment banking, which has
reached a top level of
performance in the Czech
Republic comparable to

international standards.”

Jaroslav Klapal,
CEO Ceskd $pofitelna
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bankinngector has inherited ppnfolioab? which, on aveh’lge .?&%laSSIECQas*
at risk. A%senior‘U S. Treasury advisor arrived in 1994 to perf uch the 3ame
duties as those of the earlier advisor at Komerénfgstrategic planning and pre-
prlvatlzauon support to the CEO and his seni anageméngteans Fhis san?
adVlSOl’ re(zently moved to the CNB to help dfe govcrmném’soeﬁbrt to complete

R

B work on prlvatlzanon had already heIped

supply of tradeable ty. The early lack of regulation and market policy was an
unfortunate by-prodiict of the rapid sucegss of the prlvatlzauon program. The
scale of property tr%fers and Yack of experienced policy makers and
implementors creatéd a number of challenges, including the need for a fair and
transparent market#fid improved corporate governance.

In 1993 the Prague Stock Exchange {PSE) and other institutions sprang up to
mediaté- }hls new matket. Unlike some others, however, the PSE was created by a
very broad group of market participants, banks, brokers and funds. A year later ,
USAID be’came partners with this’ representative u{stltutlon and through FSVC .

" ¢volunteers and a major U.S. consulting firm provxd\ed expert support for -

operatlonal and self-regulatory improvements. "Fhis joint-stock company has
bcgome, with American assistance on PSE’s mx\ erm strategy and self-regulatory
framework, the central market in a fragmented and difficult environment. :

Té’chmcal changcs like continuous trading and impfoved internal management
pracuccs facilitated the growth of trading, which could be a bottom-line indicatar.
for USAID assistance to PSE. In 1994 the value of shares traded was about $2.1
billion; in 1995 it tripled;’ apd~.1n 1996 trading totalled an impressive $12.7 bllhon, a
figure compéhable with stock exchanges in some EU countries. The same U.S.
consulting firm- that had been’a prime implementor of USAID assistance in other
areas of the financial sector also helped place key adwsors in the Exchange. Short-
term expertise to the PSE was arranged by FSVC, which also facilitated effective
visits to the United Statqs for PSE officials who observed operations of other
exchanges and regulatory’bodies.
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“A practical example of useful
and effective cooperation with
USAID in the area of capital
markets are technical advice and
recommendations which | have
been receiving on preparatory
work for the establishment of an
independent Czech Securities
Commission. Its existence will
mean a major breakthrough in
the short history of Czech capitat
markets, and especially for
foreign investors, who are
impatiently waiting for the start

of its operations.”

Tomés JeZek,

Chairman,

Prague Stock Exchange

"In my personal opinion the
greatest contribution of a key
American advisor working at the
Prague Stock Exchange was his
personality. He fulfilled the highest
requirements for technical
competence, experience and
authority, but at the same time had
an exceptional ability to
communicate in a “diplomatic”
manner with his Czech colleagues,
be it in or out of the office.

This made the assistance work.”

Jifi Franc,
CEO of Prague Stock Exchange



Municipal Finance: Helping Cities Develop i

“In 1991 we broke with the past
and chose a direction of fiscal
decentralization that would be
hard to reverse. But providing
local governments with
responsibilities and stable
revenues was only part of the
equation; local governments and
commercial banks had to learn
how to become successful
partners in a free market
economy. USAID played an
important role at this moment.
By providing Housing Guaranty
capital along with technical
assistance to both banks and
local governments, the emerging
municipal finance system
received the needed support to

lexpand and succeed.”

ivan Kocarnik,

Minister of Finance

unicipal governments faced severe financing gaps after the revolution

of 1989. While a 1990 State law gave municipalities responsibilicy for

most urban services, they had no reliable source of capital financing to
meet their new responsibilities. In the past, mose local capical investmenc had
been a responsibility of the central government, but these procedures were
phased out between 1989 and 1992. The result was a drastic decline in local
capital investment. Yet, capital needs of local governments were immense.

Municipalities had inherited infrastructure that had severely deteriorated
over previous decades and, in many cascs, was very inefficient. These
conditions also were a major contributor to the Republic’s persistent
environmental degradation. With old and poorly maintained water distribution
systems, water quality was often below standard and, typically, from one-third to
one-half of all water produced was lost (mostly duc to leakage) before it reached
consumers. Wastewater systems were even more problematic: in many areas,
wastewater was being discharged directly into watercourses without treatment.
Soft coal was the fuel of choice for most Czech district heating systems in the
previous cra, resulting in high levels of air pollution as well as encrgy
inefficiency. Further, enormous energy losses occurred in distribution systems
and in final usc. High infrastructure costs and poor service levels added
substantial costs to doing business in any location and reduced the ability to
attract or SUppoOrt New cconoMmic activity.
T'he Czech Government took a decisive step in 1993 by reforming local

budgets to give local governments their own sources of recurring revenucs.
‘The capital financing system for municipalitics departed significantly from
the past:

e it was consistent with other financial sector reforms, and would be
integrated into the overall banking system;

¢ municipal bank loans were made through standard commercial insticutions
rather than through permancatly separate government funds; and,

¢ lending terms were oriented to an assessment of municipal credit risk,
competition among banks and to market interest rates rather
than subsidies.

In 1993, the Czech
Government requested
USAID to help to
establish a sustainable,
market-oriented system
of lending to local
governments and
thereby strengthen and
change the country’s
municipal
infrastructure finance
system. 'The Program,
signed in May 1994,

U8, Ambassador Adrian Basora

and Finance Mintster Kofirnite signing

Program Agreemens. May 19094
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decentralization in 1993, there was little long-term lending to local
governments. Most loans were less than three years in length and at relatively
high interest rates (over 14 percent). Banks normally only provided
municipalities with month-to-month loans to cover cash flow shortfalls.
Market interest rates and long maturities make the MUFIS Program’s loans
attractive to local governments. At an average interest rate of 11.7 percent and
average maturity of 12.4 years (many at 15 years), these are the longest-term
municipal loans in the country to date.

One of the objectives of the program was to stimulate competition among
banks for the municipal loan business, thus reducing the banking spread for
municipal loans, and offering more favorable terms to municipalities. Direct
evidence of new head-to-head competition was found in several of the first
loans under the program.

The record of repayment is excellent. All bank and municipal repayments
have been made in full and on time. It is hard to overstate the importance of
this record for municipalities, as they establish credit histories for the first
time. MUFIS borrowed $14 million in additional Housing Guaranty loans
from private U.S. investors in March 1997, and may continue to borrow until
the year 2000.

A principle reason for so little activity in commercial bank lending to
municipalities was the inability to measure or limit municipal credit risk. Most
municipalities had no lending and repayment record to point to when
attempting to negotiate a loan. At the same ume, Czech banks had little
experience with making municipal loans, and weren'’t equipped to conduct
credit risk analysis.

USAID worked intensively with credit departments of nine Czech banks,
and the State Environmental Fund. Work focused on two types of bank
officers: those responsible for setting municipal credit assessment
methodology and lending policy, and those meeting directly with municipal
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room of reports written on
the subject.”

Ladislav Macka, Director
General, Czech and
Moravian Guarantee and
Development Bank; and
Chairman, Supervisory
Board, MUFIS, a.s.

“The collaboration with USAID
over the past 4 years led to
dynamic processes that
brought a wider circle of banks
into the field of municipal
finance, and made them realize
the attractiveness of these new
clients — the municipalities. This
process is also salving
problems that accumulated
over a long period of time in our
cities, and couldn't be ignored
any longer.”

Josef Vanik,
Chairman of the Executive
Board, MUFIS, a.s.
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Exchanging Finance Experence

“One of the main purposes of

the Finance Committee is to X . .
The UTC, with support from USAID, held the First Nationat
enlighten our mayors about the X .
. Conference on Financial Management and Development of
importance of municipal L . .
: ) P . Municipalities in the Czech Republic in September 1996. Held at the
budgets, which to us is the .
9 Radio Free Europe facilities in Prague, the conference offered 16
‘alpha’ and 'omega’ of their . .
’ USAID sessions under four broad themes retevant to municipal finance
elected responsibility. ‘s . X o
) v officers and mayors. The meeting attracted 520 participants from the
assistance in helping us . . _
130 largest Czech cities, as well as ministry and bank officials. Each
develop our country's first

participant left with a computer diskette and handbook
Credit Analysis Model was ! . . .

; on how to use the financial analytical tool demonstrated at the
instrumental in getting this L \ .

conference. Participants’ enthusiastic response has led UTC to plan a

message across because the .
second annual conference in September 1997.
model is such a practical and
useful tool. Only by
understanding technical
matters such as 'debt capacity’
and 'surplus operating
revenues' will mayors be able
10 responsibly implement

their programs_ "

Pavel Vyvijal,

Mavyor, Frydek-Mistek and
Chairman, Finance
Committee, Union of Towns

and Communities

officers in the loan application process. A series of seminars brought bank
officers from several banks together for training in credit assessment of
municipal budgets, using case studies with actual Czech municipal credit
applications and budgets.

New methods to meet the collateral requirements for municipal loans were
also explored. By identifying future surpluses in annual operating revenues that
could be earmarked for debt service, municipalities and banks could move away
from the practice of relying solely on municipal property as collateral. The
seminars were followed by separate intensive training sessions at several banks,
employing a program-designed method and associated computer model that
analyzed the debt capacity of individual municipalities.
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The structure of municipal credits shifted significantly since the fiscal
decentralization was introduced in 1993: terms are longer and interest rates are
falling. Overall, aggregate levels of commercial credits have grown significantdy
each year. By the beginning of 1997, over 18 municipal bonds had been issued,
with two issued internationally. On the other side of the finance equation were
the local governments with their new fiscal responsibilities. Strengthening the
process by which municipalities plan and budget for local infrascructure is a
powerful agent in improving the overall effectiveness of local government.
Because physical infrastructure facilities have a long useful life, planning for
them in a coordinated way helps local leaders to think more comprehensively
about the future shape of their municipalities. Linking this planning to the
budget enables them to consider what they can realistically afford, to compare
the cost-effectiveness of alternative strategies for local development, and to set
priorities. Since 1993, USAID conducted a comprehensive program that
combined four approaches in working with over 600 municipalities:

* making short-term visits to a large number of municipalities to help them
strengthen infrastructure projects (technical designs and financial analyses)
for submission to prospective lenders;

* providing more sustained assistance in capital improvement planning to a
small number of municipalities, both to gain deeper experience of local
problems and to demonstrate promising new approaches and techniques;

* spreading knowledge about best practices in infrastructure development
and finance to municipal officials nationwide through
seminars and workshops and with
the training assistance of the Czech
Foundation for the Assistance to Local
Administration; and,

¢ bringing Czech practitioners face-to-face
with their counterparts in the United
States to discuss mutual problems
and solutions.

The Czech Union of
Towns and Com-
munities (UTC) is an
excellent partner in the
development of the
municipal finance system.
Founded shortly after the
revolution, the UTC has
grown in importance and
now its member cities
represent the vast majority
of the country’s urban
population.

Kiinika renad

“"When municipalities became

empowered with new
responsibilities and financial
resources, this country did not
have a cadre of trained local
government officials ready to
take on these new tasks. Nor
did we have training programs
or university degrees in the
field of local government
administration. USAID came at
just the right time and filled this
gap. They opened the eyes of
many people concerning the
major issues we were facing.
Even more importantly than
that, USAID provided us with
help over a several-year penod,
50 as our problems changed,

so did their assistance.”

Véra Kamenickovd,
Director,

Municipal Budgets



“"USAID’s Housing Guaranty loan
allowed us to inject capital into
an historic residential sector of
our city that was formerly full of
life but now had died due to
inadequate infrastructure. We
knew that public investment had
to lead the way of renovation,
but the terms of available credit
were unacceptable to us.

This loan was like life water
sprinkled over our city. It has
had a palpable and visible effect

onus.”

Pavel Herman, Mayor of Trebi¢

and State Sepator

Kolp!

Since 1995, USAID has worked with the UTC’s Finance Committee to
develop a Credit Finance Analysis Handboo#, and an associated spreadsheet
model, which can be used by municipalities to assess their debt capacity by
using financial performance indicators. After lengthy testing and refinement in
member cities of the Finance Committee, the debt-management model now is
recommended by the UTC for use by all its members. The Handboo# and
computer model were featured in an on-line computer workshop at the
USAID/UTC-sponsored First National Conference on Financial Management
and Development of Municipalities in Prague, in September 1996, and is now
being used throughout the Republic. Through collaboration with USAID, the
UTC is also developing policy recommendations concerning municipal audits,
disclosure, and municipal debt management.

Lasting impact

USAID gets the most from its investment by integrating a variety of
programs into one single effort. In the town of Vratimov in northem
Moravia, environment, privatization and municipal finance programs joined
to bring cleaner air to the citizens. The town's mayor had seen the use of
industrial heat waste to warm homes and offices in other countries. ;
Towering over Vratimov is the nearly privatized Novéa Hut steel mill, a huge
complex expanding with a new mini-mill. The USAID team working with k
the Ministry of Industry and Trade provided extensive advice on the
company's complex privatization.

The mayor saw an opportunity, but was unsure of how best to make
the idea a reality. USAID's Environmental Action Program advised the
town how to determine the project's cost-effectiveness. With that in
hand, the town turned to two of MUFIS' participating banks to borrow
K& 80 million. The winter of 1996 saw the mill's waste heat running
through insulated pipes to Vratimov's
central heating system, heating 650
apartments, the community center and
even the Town Hall. The system
replaced 16 obsolete coal-burning
boilers, reducing annual emissions by
hundreds of tons. Not only has the
winter air improved but the town hasn't
gone broke financing the project. It got
among the best commercial terms
available in the Czech Republic: a fixed
rate of 11.5 percent for 15 years.
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Governance: Strengthening Democracy

fter 50 years of repression under nazism and communism, the Czech

citizens were determined to revive democratic governance and voluntary

citizen participation. The U.S. Government supported this goal by
marshalling myriad resources from both public and private sectors to help
Czechs reinstate democratic processes and rebuild their institutions. Under the
leadership of the U.S. Ambassador, a unique Democracy Commission focused
these intensive efforts on bolstering both sides of the democracy equation:
sustainable private voluntary organizations (PVOs) and responsive local and
national governments. The U.S. Government concentrated resources on
building the capacity of PVOs to effectively represent and serve public interests
and on stimulating Czech support for the nascent civil society.

"Not-for-profit organizations
operating outside the
government are a vital part of a
free society, and have been
absent in our country for the
past 40 years. They have an
important role in improving the
health sector, education,
ecology, and most importantly
culture, where the messages
and monuments of civilizations
of the past inform those in the
present and the future. With
considerable assistance of
USAID, the new law on Publicly
Beneficial Corporations was
written according to
internationally recognized

principles and passed into law."”

Pavel Pelant,

Deputy Minister of Justice

During her 1996 trip, First Lady Hillary Clinton accompanied
President Havel to the Olga Havel Foundation.

Although there was an enormous surge in the number of PVOs after 1989,
the PVO community lacked experience. Similar to private sector entrepreneurs,
PVO managers needed new skills in day-to-day operations and in competition
for scarce resources — in this case, operating funds. Many PVOs were wholly
dependent on foreign donors and the legal and economic conditions for
development of a civil society were a dream, not a reality.

A variety of partnerships coalesced to address the special needs of the
PVO community:

¢ The C.S. Mout Foundation and USAID established the Donors Forum to
create sustainable financial support for the Czech PVO community. Forum
members, including Czech and foreign donors and business associations,
engaged business leaders in formulating the principles of corporate citizenship.
Seminars explained why a healthy civil society ensures a healthy and

stable marketplace for business. Working with the Forum, the U.S. Ambassador
actively encouraged Czech and U.S. businesses to take the leadership

in philanthropy.
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"USAID activities in the Czech
Republic have been crucia! for
the development of NGOs in the
country. USAID served very well
in its role of initiator of many
projects and activities, it
facilitated the cooperation of
Czech NGOs with their partners
and supporters abroad,
facilitated the participation of
NGO representatives in the
development of appropriate legal
and fiscal framework for the
whole not for-profit-sector,

and, last but not least,

its staff made it possible

to extend the U.S. assistance to

many NGOs and their staff.”

Petr Pajas,
Deputy Director,
Center for Democracy

and Free Enterprise

W iings @
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* American non-profit managerial expertise was important in the initial years
of support. USAID engaged the Johns Hopkins University to develop and
implement a Training-of-Trainers program. Czech participants received
extensive training, and were provided further coaching during actual Czech
PVO training,

¢ The National Forum Foundation (NFF), another USAID partner, offered
internships with U.S. non-profit organizations for Czech PVO managers. In
conjunction with the NFF and FCS, the USIS small grants program supported
environmental action groups, youth programs, racial mediation programs and
journalism training.

o The International Center for Not-For-Profit Law (ICNL) provided critical
legal advisory services. Based on substantial groundwork laid by American
advisors under the USAID Health Care Markets project, ICNL worked with
the Ministry of Finance to address legal constraints and impediments to
developing non-profit organizations. The Law on Public Benefit Corporations
took effect January 1996. The legal structure for PVO operations is in place.

e Critical USAID support to PVOs was delivered through the Democracy
Network program, under the American Foundation for a Civil Society (FCS),
which provided small grants, advice and training to fledgling PVOs.

The Democracy Commission’s Grants

By the end of 1996, 140 small grants from the Foundation for a Civil Society had been
awarded to PVOs active in democracy building, social services, environmental protection
and community development. Examples demonstrating the range of these groups and
services include:

e (Czech Helsinki Committee provides free counselling on human rights and refugee
issues. In late 1996 a USAID grant was awarded to the Committee to help resolve issues
when residents in the Czech Republic have difficulty in obtaining Czech citizenship. The !
majority of the applicants are of Roma origin, often belonging to vulnerable groups.

¢ The Film & Sociology Foundation produced a TV film about an exhibition promoting

PVOs that offer social services. Of the 60 exhibitors, 15 were Democracy Network

grantees, and two PVOs featured in the film received USAID support. Peopie in

Need Foundation organizes humanitarian assistance for Bosnia, Chechnya and ‘
Kazakhstan; and DUHA, or "Rainbow," is the Foundation for the Integration of Mentally
Handicapped People.

* In April 1995, the Czech Republic joined the worldwide GLOBE Project in which
students use the internet for exchanging experience in environmental monitoring, data
gathering and evaluation. TEREZA, the Association for Environmental Education, is the
country coordinator. Combining U.S. funds with support from private sponsors and Czech
ministries of Education and Environment, TEREZA had 72 school groups participating

by 1996.

The real impact of the program is captured in a few remarks of Czech participants:
“The program clearly succeeded in strengthening the capacity of non-profit
organizations.... Support for the projects no doubt has meant great encouragement for
Czech citizens...still learning what a civil society means, what it stands for, and what
opportunities it offers and what responsibilities it has.”
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Under the Democracy Commission,
responsible journalism was
promoted and links between media
and the PVO community

were created:

"Cooperation with USAID has
meant a lot for me and the
TEREZA organization. Thanks to
USAID and the dedicated people
¢ Increased public awareness and interest working there, we could
in PVOs was critical to their survival, With
USAID financing, the Democracy Network
structured internships for journalism students
from Charles, Palacky and Masaryk
universities to work with selected PVOs.
USIS also supported citizen access to public
information from independent sources.
Czech media, especially outside of Prague,
benefitted from a wide range of financial and
technical assistance.

implement magnificent projects
like 'Greetings to the Planet
Earth’ on the Earth Day in 1995.
The most important effort was
the support to the development
of the worldwide GLOBE
Program, which could not be
implemented so quickly without
cooperation with representatives

of the U.S. Government in the

¢ Although the Parliament provides complete __Czgek Republic. | thank

and up-to-date information on legislative affairs, S everybody in USAID Prague not
journalists outside of Prague initially did not only for substantial financial
have access. The Parliament News Service filled assistance, but particularly for
the gap by expanding its reporting on Parliamentary activities with a U.S. grant. moral support and confidence.”

Journalists throughout the country can now get dcbatcs and Parliamentary

reports through a computer network. Jana Ledvnove.

Chairperson, TEREZA,

¢ Journalism graduates from Charles University ﬁsually remained in Praguc “ Assogiation for Envirehmental

leaving a dearth of trained journalists elsewhere in the céuntry. With Education

and new institutions?
The Czech Republrc has established institutions
framework for citizen participation is in place. The; owing @Wox‘k of PVOS

has attracted a broad membershrp and setan ambﬁffd s agen

political and civic society, and the commitment to dér
expressions is clear.
Workmg wrth the government, the Democra :

government can’t, was assistance to government
communications and responsiveness to citizens. Local Gzgch efficials faced

Déti Zemé



Our town received much more
rom the Local Government
Citizen Relations Project than it
expected. For the first time, we
érecognize the need to promote
civic pride as a municipal
responsibility. The USAID expert
ried things that we, at first,
were very skeptical about, such
A the "'municipal information
brochure,” ‘town bulletin board,”
"quarterly department activity
reports,” and the ‘citizenship
survey.” All of these proved to be
{extremely successful. It led one
of our citizens to remark that
~'this project dealt with the real
_problems of people, in contrast
10 political party meetings.’

This project did more for my
town than any other foreign-

sponsored project.”

Frantisek Dohnal,
Chairman, Czech Union

of Towns and Communities
and Mayor, City of Jihlava

nice Ostrave

In Jilbdava, for the first time, municipal officials went to vutlying districss to present the work of

government and to elicit feedbeck on municipal development plans. Above, unrcersity students
hoard buses to take public opinion polls on neiiapal development.

dramatic challenges as laws assigned to them new responsibilities, including
control of revenues. USAID stepped forward to offer help in communications
and accountability:

¢ USAID worked to strengthen communications among local officials by
supporting the network of municipal officials in the Union of Towns and
Communities (UTC). With membership of more than 1,400 municipalities
ranging from small villages to the capital city, UTC needed to develop into a
strong, representative service organization. USIS conducted a U.S. training
program for 18 Czech mayors, and UTC leadership and staff observed first hand
the role and management of similar American organizations.

¢ Improving municipalities’ communications with Czech citizens was even
more important. The cities of Jihlava, Mikulov, Kutnd Hora and Olomouc were
pilot cities in a USAID program to stimulate the dialogue. Communications
techniques, such as holding of public meetings, were used in these Czech cities
to increase direct communication among citizens, PVOs, businesses and public
servants. In Kutnd Hora, for the first time, government established a public
information office which regularly briefs regional and local media on city events.
Increased media access to municipal information means greater reliability and
accuracy in local news.
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¢ Providing tools for legislators to improve communication with citizens

was a third area of USAID attention. The U.S. House of Representatives’
Special Task Force and the Library of Congress provided a computer-based data
system for the Czech parliament, including training. Parliamentarians then met
with counterpart U.S. legislators to share experiences.

What are the returns on these Czech-American investments?

Issues of development and management are key to successful democratic
government — people must believe that the government is working for them
and they must work with the government to build a better future. Relationships
berween government and private sector were high on the Czech-American

agenda. USAID worked with six municipalities to form public-private sector
partnerships for economic development strategic planning. The partnerships in
these pilot cities of Usti nad Labem, Kopfivnice, Karvind, Pfeloud, Velké
Mezifi¢i and RoZnov pod Radho$t€m are now being replicated throughout the
Czech Republic.

As budgets devolved to the local level, services improved and public officials
were elected on their experience and skills in managing public resources and in
responding to citizens. As an example of this new awareness of accountability,
the Czech government identified the need to revamp public procurement
procedures, in order to improve services, lower costs and end corruption. With
USAID support, a new public procurement system was installed which
enhanced transparency and competition. This in return raised citizens’
confidence in their government and its officials.

Communications between citizens and their elected officials are now
opening up. At both national and local levels the Czech Republic has models for
sound public management and organizations to share experience and voice
common concerns in this new civil society.
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Toward a hetter quality of life:
Helping improve social services, health care, energy efficiency
and the environment

A SUSTAINABLE MARKET ECONOMY requires an undergirding

of ever-improving quality of life. Forty vears of neglect left bankrupt and

it

Lo
Pl
e antiquated health and social systems, and wasteful energy systems that damaged
“Since 1981, USAID has and polluted the cnvironment. 'The challenge for the Czech Government was to

provided considerable support
to many projects that were also maintain services while improving quality and efficiency, so costs might be
supported by the Committee of
Goodwill-Olga Havel . \ . .

e contained. USAID worked with numerous partners to lay the foundations for a
Foundation. These are
principally projects in the areas . . . . i

! healthy society, healthier citizens, and cleaner environment through cieaner
of healthcare, social affairs, ! ; §
education and human rights
Our common endeavors cnergy. Seeing improvements will take ume, but the costs of ignoring these issues
indicate strongly that such
models, set up by people today could threaten the economy and democracy 1tself in the future.
themselves, are the germs of a
democratic society in our
country. Without the expertise Quality of Life: Broadening Social Services
brought to the sector by USAID
and the commitment of its he political and economic changes in the early 1990s sent shock waves
staff, our society would not through Czech social structures. Overburdened and underinvested,
now be in a position that it is. ” health and social systems faced new demands as families’ real income
) plunged. To ease the costs and pain of transition that these systems could not

Dr. Milena Cernd, o A 2 ’ .
accommodate, USAID launched humanitarian and social sector assistance in 1991.
Director, Committee

M S ~ e lee a T CCT O . W
of Goodwil-Olga Have! In the Czech Republie, the need was less for emergency assistance than for

programs targeting long-term improvements in the quality of life. Radical political
reforms, privatization and restitution processes also brought disruption of state-
supported health care and other social support systems. The state was no longer
the exclusive provider responsible for mecting citizens’ needs. While citizen-led
initiatives occurred before 1989, new legislation was needed to provide the legal
cnvironment for independent social institutions to expand. A number of newly

Foundation

established organizations focused on missing health and social services, often
dealing with topics previously taboo -- disabilitics, drug abuse, homelessness and
child abuse.

After 1989, several organizations resumed their traditional services, including an
organization with a long tradition in the U.S., the Young Men’s Christian
Association, or YMCA. USAID helped the YMCA to restore programs like camps,
sports and youth exchanges, as well as to train and broaden its leadership base.
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Olga Haclovd, the President’s first wife who died in 1996, congratulates Alice Troblovd

on her new identity card, which allows Alice to move to independent lroing.

During three years of USAID support, the Czech YMCA expanded to 14 local
associations, grew to some 5,000 members, and developed 16 camps for 1,000
participants. Programs involved thousands of young people. Along with its
’traditional’ activities, YMCA started new programs for young couples and
families, education courses, clubs, and mothers’ centers. Partnerships were re-
established with UJ.S., Swiss and Norwegian YMCAs. The YMCA now is assisting
YMCAs in Slovakia and Ukraine.

USAID-funded assistance also tackled the issue of neglected people. In 1991,
the American Jewish Joint Distribution Committee (JDC) was funded to improve
care for disabled people by introducing new treatment and rehabilitation
approaches. Western knowledge and experience was shared with local experts and
Czech volunteers. Training programs stressed new practices, values and attitudes
toward work with disabled and disadvantaged people.

Most training was provided by the newly created Desider Galsky Training
Institute, at Charles University. Attention was given to care of individuals with
severe and multiple physical and mental disabilities, of disabled newborns, and of
persons with lesser disabilities who sought jobs, accessible education,
rehabilitation and social integration. In a 5-year period,
about 160 Czechs and Slovaks — physicians, psychologists,
special educators, and parents - received intensive certified
training. An additional 3,000 professionals, volunteers and
parents participated in other training programs: ‘travelling’
seminars that met monthly in different locations; week-long
programs for directors and workers in social-care institutions
and community organizations; and field visits to social service
facilities. New methods were added to the University’s
curriculum for special educators.

In April 1995, JDC supported the Prague Wheelchair Users
Association’s effort to open a Center of Independent Living.
At the Center, physically disabled people can obtain peer-
counseling, legal and social advice, information on accessible
facilities, and transportation service.

A more open attitude in Czech society — recognition of
individuals’ rights ~ allowed for a new approach to work with
mentally disabled people, bringing them out of the institutions
and broadening services to help them lead meaningful lives.
Courage, enthusiasm and information converged in 1991 in the
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“Thanks to the participation in
USAID projects we took our first
steps towards changing the lives
of people with handicaps and
their integration into society.
Professional assistance helped
us choose the right direction and
avoid mistakes. Our activities
support a slow change in opinion
and approach by ‘healthy’ people
towards those with disabilities.
We have shown that even
severely handicapped people
can live outside institutions if
they receive appropriate
services. Without the support
that we received, the whole
process would have been much

more difficult and fonger.”

Michaela Frycova,
Director, DUHA -

Foundation for the Integration

of the Mentally Handicapped




Soctal Servies.

Residents of
DUHA-managed
apartments enjoy
shopping
n their new

neighborhood.

establishment of DUHA or ‘Rainbow.” Within a year, this non-governmental
organization opened a home for a group of mentally disabled adults. But the
organizers dreamed of expanding operations to meet the real need for sheltered
living for mentally impaired people. With financial support of USAID and the
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know-how of JDC, DUHA started ‘sheltered
apartments,’ the first of their kind in post-totalitarian
Europe. Beginning with two facilities, DUHA now
operates 18 apartments, each for one to four residents,
and has created a unique model of 24-hour, year-round
non-institutional care for mentally disabled adults.
Recognizing the economic and social benefits, several
Czech municipalities are working with DUHA to
create similar apartments in their communities.

With USAID financing, Project Hope focused on
improving the health of infants, children and women
by enhancing local abilities to provide health
services. From 1991 to 1993, Project Hope supported
nursing education, cancer screening for women and
health-care management. For example, Project
Hope provided training and equipment for
screening for breast and cervical cancer at centers in
Prague, and opened a clinical unit in Brno as a
mode] for patient management and practice.

Project Hope built a sustainable program in the
Czech Republic as USAID support ended. By
1994, Project Hope had attracted other sources of
funding, including corporate support. Today the
health-care management course is conducted by
Czech trainers. In February 1996, President Havel
congratulated Project Hope for its lasting
contribution to improving Czech health care.

Throughout the world the challenge of
providing good health and social systems

continues, and the burden of social responsibility

cannot be assumed by purely private efforts. But several sustainable models that
offer great potential were introduced through the Czech-American partnership.
The work of voluntary and professional organizations in the social sectors, as in

other areas supported by USAID, serves not only the people who need it most,
but strengthens the fabric of civic society for everyone.
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__ Quality of Life: Improving Health Care

nder communism, investments in social sectors were held as non-

productive compared to industrial sectors, but bought social peace and

security that the lack of freedom belied. Housing and health care,
though universal and basically "free,” did not guarantee health or even nutrition,
and the system was woefully undercapitalized. In view of the poor condition of
the health-care system in 1989, reformist leaders realized that people were
concerned about health care as a litmus test for the "human face’ of market
economics in society. At the same time, difficult choices among national priorities
had to be made. Therefore, the pace of health-care reform has been uneven.

In 1990, the Czech government embraced new health-care goals, with public
and private roles, patient choice of providers, improvements in management,
efficiency and quality of health care services, and privatization. Recognizing the
need for capital to modernize both production of health-care commodities and
antiquated facilities, foreign donors and investors were invited to support the
reform process.

In response, USAID targeted
three objectives:

* reduction of a leading cause of
death, cardiovascular and cerebro-
vascular disease (CVD);

e improvement of the quality of
care and management;

* promotion of private markets
and innovations in insurance and
health-care financing.

USAID’s Health Partnership
Program began as an American-
style community intervention
program in Dube¢, a small village
near Prague. The program
included both preventive and
curative measures. The first target
was to change the villagers’
attitudes and habits by explaining
high-risk behavior. The second target was to diagnose and treat the CVDs among
Dube¢ villagers who were high-risk candidates or already stricken. Cooperating
hospitals, including the Second Internal Clinic at Vinohrady and the Litoméfice
Town Hospital, provided state-of-the-art care, using practices introduced by
U.S. partners.

"The pilot project clearly made a difference; lives were saved through
interventior, and on a broader scale, the lifestyles of the village of Dube¢ were
changed. This project is a model for the Czech Republic, and was replicated in
some form in over 30% of Czech districts.

"The success of any program
always depends on which
project is selected. USAID and
its experts always paid unusual
attention during the informal
interviews with Czech heaith
care providers to identify which
projects would provide the
maximum gain for Czech
partners. [ admire these
‘strategic’ decisions of USAID
concerning the best forms of
cooperation. USAID also
preferred investment into the
education and know-how of
people instead of giving medical
equipment, which was so often
required by the Czech side. In
the end, this choice was correct,

it was the best.”

Dr. Zuzana Roithové, Director,

Vinohrady Faculty Hospital

“USAID has provided
assistance to General Health
Insurance Company (VZP) for
over five years. Right from
the beginning, we worked
together to identify the
strategic areas that needed
assistance, including patient
classification systems
(Diagnostic Related Groups,
or DRG). The assistance was
highly professional and made
a great contribution to us.
Thank you for a wonderful

five-year partnership.”
Dr. Jifi Némec,
Director, General Health

Insurance Company



. Health Caree

E“ The financial and professional
suppon of USAID experts was
8 very helpful. Thanks to the U.S.
experts we could get more

information on various branches . .. .
Improved health-care systems require not only optimized medical treatment

but also efficient and effective management of medical facilities. In 1993, the
Czech Association of Hospitals held an informal competition to identify those
institutions that had defined management issues, were committed to resolving
them, and wanted experienced U.S. partners to help. With USAID sponsorship,
three hospitals attacked a range of
management issues:

of clinical medicine, social health
{ care, preventive medicine, and
oncological programs. However,
the most important contributions
#\vere the various multilevel
contacts concerning health-care
systems transformation,

health insurance companies ¢ Boskovice Hospital developed
and health-economy.” new standards for nurse

managemcnt;
Dr. Martin Bojar,
Ex-Minister of Health, ¢ LitoméYice Hospital improved
now Faculty Hospital Motol management of its financial

reporting system; and,

¢ Vinohrady Hospital designed and
installed a primary maintenance
program for hospital equipment.

The three hospitals demonstrated

their results at a concluding seminars,

attended by senior managers from 60% of all Czech hospitals.

‘A second objective of USAID assistance was to improve quality of heaith care
: Haspital; the conceprof

inpatient care and reduced avers
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Health Caie...

Over a period of two years, the partners focused on curriculum development
and design but also worked on all aspects of information sharing, insticutional and
faculty development. Their achievements included the establishment of networks
to deliver case studies, student exchanges, common publications and workshops,

and development of education libraries and computerized resource centers. These
new centers of learning will help meet future demands of the health-care system
for sound administration and management.

Health-care financing continues to be a topic on the national agenda. The
General Health Insurance Company (VZP) is the largest state-owned health
insurance company, covering some 85% of the Czech population. In response to a
request from VZP’s Director, USAID supported a pilot study comparing present
reimbursement methods based on fee-for-service with reimbursement based on
case-mix. If fully implemented, the case-mix approach, also called diagnostic-
related groups, provides the information needed for better resource management,

evaluation of the quality of care, and an equitable basis for comparing and
compensating hospitals. By more appropriate allocation of resources, Czech
citizens will enjoy more responsive and effective health-care services.

A Healthy Dubet

In the small town of Dubeg, just outside Prague, improved quality of life is a reality.
The town mayor says the lifestyle of the entire village has completely changed since
1993, when Dubeé became the model town for USAID’s “Partners in Health Care”
project. Based on experience in San Francisco, the partners focused on community-based
intervention (changing lifestyles) and surgical intervention for individuals at high-risk for

cardiovascular disease.

Through educational programs and by linking a clinic in the village of 1800 people with hospital

clinics in Prague and nearby Litomé&fice, this project has changed lifestyles in Dubed.

Sixty percent of Dubeé's men, women and children took part in the baseline survey which

delineated groups for primary, secondary, or community
intervention. Most at risk or already stricken (40% of the
Dubet adults) are victims of the high-fat, low-fiber Czech diet
and smokers. After treatment in hospital, they received
therapy and monitoring to make sure survivors of heart
disease stay survivors. Weight reduction and a 90% decrease
in smoking has been observed after only two months in the
program. But it is the community intervention which has
captured hearts and minds {and stomachs!) of Dubeg, led

by.. little children! The comprehensive school program in
Dubeg has been the cutting edge of change, as the children —
from kindergarten up — have quickly absorbed the imaginative
literature on proper nutrition and the dangers of smoking.
Most importantly, the children bring the messages
home...and perhaps across the whole country, as the project
is replicated on a national scale.

"USAID provided experts to
help with the Czech health-
care system. Because it
doesn’t have much in common
with the American system,

| appreciate how flexible these
experts were in understanding
our system. Thanks to that,
they successfully cooperated
with Czech partners especially
on the introduction of a quality-
of-care improvement system,
which brought extraordinarily
good results. Quality of health
care 1s the background

for a development of an

accreditation system.”

Dr. David Marx,
Secretary to the

Deputy Minister of Health

"Our faculty has a long

experience in medical education,
but it1s obvious that the
transforming health care system
needs not only physicians and
nurses highly educated in their
field, but also good managers.
Thanks to the Partnership project
for education of health managers
we changed a curricutum of BA
Nursing study, so that our
graduates are now better
prepared for their professional
career. Without a support of
USAID and AIHA we could hardly
teach the subject on the

appropnate level "

Dr. Jana Macakova,
Dean, Medica! Faculty,
Palacky Unwersity Olomouc esk®
emoc‘\‘ca
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. Quality of life: De/ivering Cleaner Energy .

”| highly value the UPP
program managed by
USAID/USEA. The program
began in 1992 and the energy
sector was not only a receiver
of foreign assistance but a
partner for American utilities.
With our ‘sister utility’ Houston
Industries, we exchanged
experiences on various topics
like utitity management and
more environmentally friendly
behavior. We learned more
about the role of the energy
sector in a market economy
and basically how democratic
principles work. We visited
U.S. power plants and other
technical facilities and we did
the same for American
partners. But above all we

found excellent friends.”

Petr Karas, CEZ, a.s.

Executive Board Chairman
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rior to the revolution,

Czechs had few

incentives to be
energy efficient in a centrally
planned economy where
neither demand nor the
prices of labor, energy and
raw materials mattered.
Planners assumed that
society’s needs were best met
by subsidized energy.
In energy production, the
environment was viewed as a
free input, with almost no
attention to pollution and
health effects. Unchecked
coal mining and burning
produced severe
environmental degradation
resulting in the “black
triangle,” one of the world’s
environmental hot spots.

After 1989 the Czechs

were determined to restructure and regulate a market-driven energy sector. At the
same time, an increase in global energy prices created an urgency in dealing with
energy efficiency. The objectives set by the government were fourfold:

* improve energy efficiency and diversify energy sources;

» attract domestic and foreign capital to the energy sector;

* achieve Western standards for air emissions and nuclear energy; and

* meet requirements for integration with the European electricity nerwork.

In response, the U.S. offered training and technical assistance in restructuring
and privatization; development of private-sector energy efficiency services; and
enhancement of the safety of Czech nuclear power plants. USAID, the U.S.
Department of Energy (DOE) and the U.S. Nuclear Regulatory Commission
(NRC) all worked to assure the broadest expertise was made available.

Training, or educating public or private companies, is a long-term endeavor for
which an indigenous institution must take the lead. USAID was fortunate to work
with an energetic Czech partner, SEVEn, the Czech Energy Efficiency Center.
Combining missionary zeal and technical excellence, SEVEn is a major success
story. After only three years of USAID support, SEVEn became self-sustaining by
selling services to companies, including annual technical exchanges like the
Energy Efficiency Bustness Week, industry newsletters and demonstration projects.
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Fneroy...

SEVEn promotes energy policy reform and is also a commercial matchmaker,
linking energy users with engineering and equipment firms.

Energy efficiency was an underlying principle. USAID engaged an
experienced American firm to conduct energy audits of selected Czech firms. The
auditors recommended low- or no-cost efficiency improvements, and
state-of-the-art, energy-saving equipment was installed, bringing operational
savings to each plant.

USAID also promoted energy efficiency by demonstrating energy auditing in
hospitals and assisting municipal energy planning. In 1992, DOE and
municipalities jointly confronted the issue of environmental limits and energy
supply options for four cities: Plzeti, éesky Krumlov, Ostrava and Usti nad Labem.
Americans brought experience in supply and demand management of energy
systems and its implications for city planning. Based on the results, a 1994
international conference was held in Plzeri, which established a regional network
on energy issues.

The Czech Republic also participated in USAID-sponsored partnerships with
American utilities. Houston Lighting and Power was paired with the dominant
Czech power utility, CEZ, which provides about 75% of all electric power in the
country. CEZ, applying the experience of its partner, now uscs a U.S. software
package on utility strategic planning and financial management. The CEZ credit
rating improved to a Standard and Poors rating of BBB+ and the company issued
bonds for both domestic and foreign investors. A similar program paired the
Czech power distribution company Prague Energy (PRE) and Central Maine
Power, a U.S. utility. The project focused on issues of financial and cash
management, customer services and human resource management.

USAID assistance also helped Czechs keep pace with international standards
at nuclear power plants operating at Dukovany and under construction at
Temelin. At Dukovany, DOE and the Brookhaven National Laboratory addressed
one of the most difficult and potentially devastating issues for Czechs and
Europeans — nuclear safety emergency procedures and equipment maintenance.
NRC worked with the Czech State Office for Nuclear Safety to conduct safety
reviews and evaluations at Temelin. In an innovative approach to improvin
Russian nuclear design, an American firm created new systems for.. )
instrumentation, controls and fuels for the plant. The work was
through a loan guarantee from the U.S. Export-Impa

"Prague Energy was very
fortunate to be a partner with
USAID. | believe that projects
helped us significantly

when we jumped from being
state-owned to being a joint
stock company. Our top
managers Jearned about
organizational and financial
structures of American utilities,
their regulation, tariff-setting
and information systems.
Because of this we have
recognized the importance

of good customers and public
relations, as well as personnel
and financial planning.

We are now a consolidated
company with good

prospects.”

Drahomir Ruta,

Prague Energy CEQ
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“Since the start in 1990, SEVEn
has developed into a respected
and successful organization.
USAID stood at SEVEN's cradle
and assisted during the first
three years of its existence.
Thanks to USAID support and
experts, we started our
business, set up principles of
our internal management and
developed an effective
organizational structure. We
took part in several USAID
projects and tested our goal —
effective and environmentalty
friendly use of energy. Based
on American experience,
SEVEN promoted integrated
resource planning in the energy
sector. We proved for the first
time in the CR that energy

efficiency is a viable option.”

Jarosiav Marousek,
Director of Energy Efficiency
Center SEVED
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Low-cost improvements yield operational and energy savings for Czech industries

Privatization and more efficient operation of the energy sector required new
legislation. The Energy Act was adopted in 1994 and the government began
implementing the new legislation by issuing several decrees. Although the new
legislation provided guidelines for regulation of the electric and gas sectors,
implementation of the new regulatory policies was not so simple. USAID worked
with the Ministry of Industry and 'Trade, the Ministry of Finance, and the utilities
to develop new energy pricing methodologies. The USAID team also worked
with the Czech Government on proposed amendments to the existing energy
legislation to stimulate more competition within the sector, as well as more
independent regulation. Both are prerequisites for meeting EU directives, and
international standards to attract strategic investment.

What are the results?

Pilot projects and training undereaken with the assistance of USAID and other
U.S. Government agencies stand as models for efficient energy in a healthy
environment. There is no question that the environmental impact has been
significant.

Czech nuclear plants are safer than they were five years ago, applying
American methods to meet international safety standards. In industry, switching to
cleaner fuels, shutting down highly polluting heavy industry, and modernizing
industry by replacing old and energy-inefficient equipment, with the help of
USAID’s projects, have reduced air pollution by up to 20% over the past five
years. The Czech Republic has pledged to phase out energy subsidies by the year
2000. Companites will continue to implement further energy efficiency measures,
which will furcher improve the environment. Cleaner and safer production and
distribution of energy, combined with increased efficiencies instilled by a free
market, is improving the quality of life of Czech citizens.
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Quality of life: Restoring the Environment

he 1989 revolution was sparked in part by a people who would no longer

tolerate an environmental horror: the discharge of hazardous materials

directly into the environment. The economics of communism subsidized
production with pollution of air and water which increased cancer, respiratory
diseases, and dead forests. Czechoslovakia vied with its Central European
neighbors as one of the most polluted countries in the world.

With Czech partners, USAID, the U.S. Environmental Protection Agency
(EPA) and the World Bank produced a Joint Environmental Study which
proposed priorities for action. The U.S. Government designed its assistance based
on Czech priorities:

¢ focus on a few large projects in order to have greater impact;

¢ focus on severely damaged regions where assistance could make a tangible
difference in the short-term; and

¢ focus at the local level, working closely with industries and local government.

In addition, a $10 million U.S. grant to the
Czech State Environmental Fund increased
funds available for environmental projects
by 10% in 1992.

USAID supported EPA’s major activities
in the two most polluted areas of the Czech
Republic through Project Silesia in northern
Moravia and Project Teplice in northern
Bohemia. Using risk assessment, monitoring,
and other analytical techniques, these
projects helped to improve local
cnvironmental conditions by using technical
information to set top priorities for action.

Launched in 1991, Project Silesia
tfocused on the heavily industrialized region
surrounding the cities of Ostrava in the
Czech Republic and Katowice in Poland. On
the Czech side of the border, environmental
risk analyses guided.demonstration projects to address the greatest environmental
threats, especially missions from coke ovens. "lechnical and economic analyses
conducted by EPA coincident w1th both a loss of markets and mandatory emission
reductions required under the Czech Clean Air Act convinced Vitkovice Steel
plantin Ostrava to close two' k coke ovens. Czech experts determined that
the ¢ombination of coke aven closures and installation of pollution control
equipment would substantially reduce the mcndencc of cancer for neighboring
residents. Setting an exciting precedent, the City of Ostriva s:gned a comphance
agreement with the Ostrava Karvina Coal Mines (OKD) in 1995 to séal
- commitments to furthér improvements and/or closures. -

Project Silesia Monitoring Station
being prepared for measnrement
of pollutants i Ostrava.

vy.Praha P'

“In my new ministerial position,
see how U.S. assisstance cuts
across many sectors. USAID has
truly been a partrer in the
transition, from helping the
privatization to continuing to work'
with environment and energy
efficiency programs. | appreciate
USAID's emphasis on advice and
training based on priorities set by
Czechs, and focussed on
concrete results. The chatlenges
of cleaning the environment
require creative approaches

and USAID brought many useful
ideas based on experience.
USAID work with the State
Envircnment Fund is reaping
important rewards to the environ-
ment as | see us maximizing the
resources available to the fund.
By enhancing the fund's loan
portfolio with guaranty and
commercial credit, we have been

able to start more projects.

Jifi Skalicky,

Minister

of Environment
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Project Teplice wus designed to increase technical and analytical capacity in two
primary areas: air pollution monitoring and modeling on air pollution sources and
exposure; and a series of studies to determine the long-term health effects of air
pollution. Assessments were conducted in "Teplice, a town in industrial northern
Bohemia, and in Prachatice, a control site in southern Bohemia. EPA provided
equipment, training and technical advice to Czech counterparts who continued
the monitoring and research.

Studies revealed significant health risks for people living in northern Bohemia
where life expectaney is two to three years shorter than the national average. The
concentration of carcinogens and other toxins in the air was alarming. Coal
burning by houscholds and industry was identified as the main source of
pollution. In response, the Czech Government accelerated its program to convert
homes from coal to gas by establishing a special allocation of six billion crowns

($240 million) to cover consumer costs of fuel conversion.
Hcavy industries” antiquated technologies were not only uncompetitive in a
free-market economy, but were also a major source of pollutants in the country.
The Czech Government recognized that revamped industrial investment policies
and incentives to improve operation and maintenance of existing plants were key
to achieving environmental improvements. Fortunately, the privatization process
offered opportunities and incentives to install newer, cleaner technology,
especially in industries that attracted foreign investment.
Fa At first, foreign investors interested in companies being privatized were very
concerned about potential liabihity for clean up of polluted sites. The Czech
government responded courageously by assuring investors that they would b
no hability for off-site past environmental damage. For on-site liability, half ofﬁ%
purchase price of privatized enterprises was escrowed into a fund to remedy
environmental damage and cleanup. In addition, the Ministry of Environmen
recommended that firms use EPA’s risk-assessment methodology to evaluate
remediation measures. '
USAID’s Environmental Action Program Support (EAPS) program help
Project Silesia have influenced both enterprises and the government with the preparation of environmenta
significantly decisions for remediation projects for funding through the State Environment Fund (SE
"Technical assistance to the State Environment Fund increased managers’

“The scale of impacts from
Project Silesia is very broad:
the principle of risk reduction
has been incorporated into the
State Environmental Policy of
the Czech Republic; concrete

studies developed under

regional development; the

h i tal . . ~ . «
approach to the envirenmenta knowledge of credit anatysis, cash-flow management and financial plannin
tection has been . . . .
protection issues has bee Advice on use of loan guarantees versus direct financing was implemented:
SF7P and the Ministry of Einvironment. On the project side, 80% of th
investment projects developed with EAPS assistance were approved for ﬁ”

— a success rate eight times higher than the Fund's average.

visibly changed both by

industries and municipalities. In
addition, American and Czech
managers, technicians and
scientists have started fruitful
and valuable partnership

The contributions made by the
U.S. Government to these
impacts have been

enormous.”

Helena Cizkova,
Project Silesia Czech

National Coordinator
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Lonziromment ...

USAID engaged the World Environment Center (WEQ) to design an
industrial waste-minimization program, aimed to demonstrate to Czech
enterprises the measurable environmental and economic benefits of no- or low-
cost technology and processes. Working with ten major Czech industrial
companies, the demonstrations of future savings were presented at a major
regional conference in 1996. Examples demonstrate the significance
of this project:

¢ ‘Through the use of one $20,000 piece of equipment, Chemopetrol Litvinov, a
large petrochemical plant, reduced volatile organic compound emissions by over
940 tons a year. Annual savings to the company were over $100,000.

¢ Viadrus Bohumin, a producer of radiators and other heating elements,
recycled over 40% of materials formerly disposed as waste, and since 1995 has
saved $210,000 a vear.

¢ In the chemical company Spolana Neratovice, equipment provided by WEC
cost $30,000. Annual savings reached $60,000 in raw materials, Through

process/technology changes proposed by WEC, the company saved over $800,000.

Under the Environmental Training Project, a consortium led by the Universicy
of Minnesota provided management training to a new kind of business —
environmental services. Ten courses were presented in northern Bohemia to help

CEMC presents its program as an exhibition at the ENVIBRNO fair; 1996.

Czechs develop financial analysis skills and prepare environmental impact
assessments. Close collaboration with the University of Ustf nad Labem in
curriculum development, environmental policy, and management assured the
program’s continuation after USAID support ended.

"1J.S. assistance produced
results on the most severe
environmental problems in the
CR. Qur cooperation with the
U.S. EPA on environmental risk
assessment and its practical
implementation in the Teplice
and Silesia projects, was
extremely important. There
were many others, and all these
projects produced successtul
results not only from a
professional point of view but
because of the establishment of
a new partnership between
people. In my opinion, this is a

promise for the future.”

Viadislav Bizek,

Deputy Minister of Environment




“From the beginning, the U.S.
environmental initiatives
presented new ideas that had
impact on the situation in the CR.
We especially appreciated the
work on country climate-change
studies, national action plans for
the environment, environmental
risk assessment and participation
of top American experts at
regional conferencies. USAID
projects produced very positive
results. | am sorry to see USAID

activities end.”

Bedrich Moldan,
Former Minister of Environment,
and the Heagl.of the Center

Environment. .. ) i I

Recognizing the critical role of NGOs in the environment sector, USAID
provided grants to NGOs like:

* Green House (Litvinov), to train Northern Bohemian NGOs in strategic
planning and public participation;

e KZT (Prague), to train environmental business managers to identify viable
business opportunities and develop marketing strategies; and,

¢ the Czech Environmental Management Center to train small- and medium-
size businesses in northern Bohemia in pollution prevention.

Support to Czech NGOs was also provided through the Regional
.mEnvironmental Center (REC) for Central and Eastern Europe. Based outside of
o ‘Budapest, Hungary, and established with support from the U.S. and other donors,
sithe REC acts as a catalyst for addressing environmental problems and promoting

development of civil society in the region. Among its many activities and
programs, the REC offers small grants and pilot cooperative projects to encourage
inkages among NGOs throughout Central and Eastern Europe to address

q,ﬁgﬁcommon 1SSUES.

! The Czechs’ determination to reverse decades of environmental degradation

;V’;%sct the tone and pace of the partnership. The Ministry of Environment
' “established clear policies and priorities. Cooperation under USAID-financed
i programs enhanced Czech public awareness of environmental issues, provided
" useful American technology, and introduced concepts of corporate responsibility
for environmentally sound investments. The professional relationships that were
established, government to government, business to business and people to

people, will endure for the future.

STATISTICALLY SPEAKING...

The rotal emissions of sulphur dioxide, nitrogen oxides,
carbon monoxide and hydrocarbons decreased 36%
between 1990 and 1995, solid waste was reduced by over 40%,
and deaths from respiratory diseases have declined almost 10%.
While these improvements indicate the early years’ dechine

n industrial activsty, stnce 1992 economic reform has included
high expenditures for protection of the environment

(2.5% of GDP by 1995). Action by government, community
and indusiry promise to maintain these positive trends.




A Look to the Future

SAID-sponsored programs are one facet of

American foreign policy, and as such are supported

by other official activities of the U.S. Government.
The most prominent example in the Czech Republic of this
synergy may be the Democracy Program. This integrated
effort incorporates USAID activities and the work of USIA
'with its numerous visitors programs and the direct
involvement of Embassy staff on human rights issues. Other
examples are the many times that Peace Corps volunteers

crossed paths with USAID-designed projects, for the mutual

benefit of both American and Czech partners. These types of
collaboration have made the whole American effort greater than
the sum of its parts.

In 1997 the U.S.’ SEED Act assistance to the Czech Republic, and the USAID
role in its management, come to a conclusion. Several U.S. Government
departments and agencies that have been active under SEED Act financing, as
well as the Housing Guaranty loan program, will continue their partnership with
the Czech Republic, albeit in a traditional relationship berween democratic
nations, or in areas of mutually special interest. These include the U.S.
Information Service, the Federal Bureau of Investigation, the Department of
Commerce, and the Nuclear Regutatory Commission.

And the future looks promising for the Czech Republic. In 1995, accession to
the Organization for Economic Cooperation and Development (OECD) signalled
that the Republic had joined the ranks of free-market democracies. Under the
Czech-American partnership of the last seven years, industrial, agricultural and

environmental standards were crafted with a Czech eye upon the entry standards
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for the European Union. The Czech Republic is also preparing for membership
in the North Adantic Treaty Organization (NATO). Thus, in the cwenty-firse
century, the Czech Republic can expect to take ws full place on the stage of the
world’s economic and political organizations.

"The success of the Czech Republic sets a notable precedent for the region. It
sends an encouraging message to other nations in transition that the paintul
economic and political transformation can produce rewards. "lo share the
experience of the last seven years, as well as to secure a leadership role in the next
decade, the Czech Republic nitiated its own foreign assistance program. The
lessons learned from Crzech privatization have been shared with groups of
Bulgarians, Albanians, and Bosnians. During the last year, the Czech Management
Center has welcomed in its classrooms innumerable participants from European
countries to the south and the countries of the former Soviet Union, including
Ukraine and the Central Asian Republics. In addition, the Czech Republic has
assumed an active role in new regional organizatons like the Regional
Environmental Center and the energy network CEN'TREL.

"T'he commitment and determination of the Czech people moved the country
from the turmoil of 1989 to a dynamic, new democratic sociery with some of the
brightest economic prospects in Central Europe. "The vision that led the country
through recent challenging times otters great promise for the Czech Republic’s

future. The Czech-American partnerships rekindled in part through the U.S.

Government’s assistance program also will ensure a binding friendship

for the futpre,

gt
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Correction, with apologies, page 17 quotation should read as follows:
“Last but not least, | would like to extend my thanks to the
USAID Prague office for their long-standing
support and cooperation.”

Dusan Cechvala,
former VOCA Country Director
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